Before the
FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C. 20554

In the Matter of )

)
Federal-State Joint Board on Universal )
Service; )] CC Docket No. 96-45
Interim Hold-Harmless Provision of the )} FCC 99])-2
Commission's High-Cost Support )
Mechanism )

COMMENTS

The National Exchange Carrier Association, Inc. (NECA) submits theée
comments in response to the Federal-State Joint Board on Universal Service (Joint
Board) Public Notice, released November 3, 1999, !

L. Introduction

On November 2, 1999, the Federal Communications Commission {FCC or
Commission) released two orders that reform universal service support for non-rural local
exchange carriers (LECs). The Inputs Order adopted the input values of the new

forward-looking economic cost mechanism.?> The Methodology Order® adopted rules for

' See Federal-State Joint Board on Universal Service Seeks Comment on the Interim
Hold-harmless Provision of the Commission's High-cost Support Mechanism, CC Docket
No. 96-45, Public Notice, FCC 99J-2 (rel. Nov. 3, 1999)(Public Notice).

? Federal-State Joint Board on Universal Service, Forward-Looking Mechanism for High-
Cost Support for Non-Rural LECs, CC Docket Nos. 96-45 and 97-16, Tenth Report and
Order, FCC 99-304 (rel. Nov. 2, 1999)Inputs Order).

* Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Ninth Report &
Order and Eighteenth Order on Reconsideration, FCC 99-306 (rel. Nov. 2, 1999)
(Methodology Order).




implementing the new mechanism, including a "hold-harmless" provision to ensure that
LECs receive no less support under the new methodology than they had been receiving
under the current methodology.* The new mechanism will become effective January 1,
2000 for non-rural carriers.’

The Public Notice seeks comment on procedures for phasing out or eliminating
the interim hold-harmless provision of the Commission's new forward-looking high-cost
support mechanism for non-rural carriers. In addition to support associated with
unseparated loop and port costs, interim hold-harmless amounts will also apparently
include Long Term Support (LTS) payments currently available under section 54.303 of
the Commission’s rules.®

NECA does not agree that LTS should be included in the computation of hold-
harmless support calculations, and accordingly plans to seek clarification or
reconsideration of this portion of the Commission’s Methodology Order. To the extent
that LTS amounts are included in hold-harmless support calculations, however, the

Universal Service Joint Board and the Commission must assure that these amounts are

* To the extent a carrier does not qualify for forward-looking support under the new
mechanism, or qualifies for less forward-looking support than it would receive under the
existing mechanism, the carrier will receive interim hold-harmless support based on the
existing mechanism. See Methodology Order at Y 78.

3 The current support mechanism for rural carriers will not change until at least January 1,
2001, pending a decision from the Commission, the Joint Board, and the Rural Task
Force on an appropriate high-cost methodology for these carriers. See Methodology
Order, atn. 213,

8 Idatq78.
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not subject to phase-out at the end of the interim period, but should instead be continued

for all NECA pool participants, both rural and non-rural,

IL LTS Amounts Included in Hold-Harmless Support Should Not Be Included
in Intrastate Rate Calculations.

The Commission has stated that interim hold-harmless support will include LTS
under section 54.303 of its rules for non-rural carriers that would otherwise be eligible for
LTS, if support were continued under the existing mechanism.” The Methodology Order
further states that federal universal service support (apparently including LTS) provided
in the form of carrier revenue, is to be accounted for by states in their rate-making
processes, effectively treating this support as intrastate revenue.®

In this regard, the Methodology Order appears to assume that LTS is provided as
part of the intrastate support amounts calculated by the new forward-looking cost
mechanism for non-rural carriers. Based on this assumption, the Methodology Order
appears to contemplate that any LTS payments included in holdwhannléss amounts should
be phased out in the same manner that other hold-harmless support flows are eliminated.

In fact, LTS is an interstate support mechanism, not included in, or replaced by,
the new forward-looking economtic cost mechanism implemented in this proceeding.

LTS is intended to assure reasonable comparability of interstate carrier common line

7 Id at 9 78.

81d at 9 95. Similarly, the Methodology Order states that all support amounts provided
to non-rural carriers via the hold-harmless provision (again, apparently including LTS)
"should continue to operate through the jurisdictional separations process to reduce book
costs to be recovered in the intrastate jurisdiction.” Id. at 9 106.

National Exchange Carrier Association, Inc 3
CC Docket No, 96-45, FCC 99J-2 December 1, 1999



(CCL) rates between NECA pool participants and non-NECA pool members. The
mechanism was put in place in 1989, as part of the Commission’s N7§ Recovery
proceeding.’ In that proceeding, the Joint Board and the Commission determined that
NECA common line (CL) pool participants should be permitted to continue to charge an
interstate CCL rate that is set at the nationwide average of CCL rates. Since NECA pool
participants common line revenue requirements tend to be higher than the nationwide
average, a shortfall in interstate revenue requirements is generated. LTS represented the
difference between the actual interstate CCL revenue requirements of NECA pool
participants, and the amount of CCL revenues generated when pool participants charge
the nationwide average.

LTS is an important source of revenue for all NECA pool participants. LTS
constitutes approximately 34% of NECA's common line pool revenue stream. Only a
few non-rural carriers participate in the NECA common line pool, including North State
Telephone, receiving $2.4 million in LTS; Puerto Rico Telephone Company, receiving

$89.7 million; and Roseville Telephone Company, receiving $4.7 million.'° Loss of

® MTS and WATS Market Structure and Amendment of Part 67 of the Commission’s
Rules and Establishment of a Joint Board, CC Docket Nos. 78-72 and 80-286, Report and
Order, 2 FCC Red 2953 (1987) (NTS Recovery Order) ("[LTS] is necessary to ensure
that [small] companies are not required to charge inordinately high CCL rates for access
to their networks. The long-term support mechanism allows these carriers to maintain the
nationwide averaged CCL rate that would have existed had the mandatory full common
line pool been retained. This should avoid unnecessary pressures for bypass in high cost
areas, preserve toll averaging, and encourage competitive providers of interstate switched
services to enter such markets.") Id. at 2957-58.

' As included in the Universal Service Administrative Company (USAC) quarterly filing
of year 2000 first quarter universal service High Cost Fund support amounts, Appendix
I, published at the FCC Internet web site:

http://www.fcc.gov/ccb/universal_service/quarterly_filings/.
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LTS revenues associated with these carriers would substantially impact CCL rates for all
NECA pool members, causing rates to increase by as much as 42%.

This result appears inconsistent with the Commission’s intent in creating a new
universal service support mechanism. In its Methodology Order, for example, the
Commission makes clear that it is addressing support to enable the reasonable
comparability of intrastate rates. According to the Commission, it would be
mappropriate to address costs via this mechanism that are recovered through interstate
rates because such costs, or their recovery, do not directly affect intrastate rates.'! Since
LTS is an interstate revenue flow designed to offset interstate CCL revenue requirements
for NECA pool members, non-rural carriers should continue to receive LTS
notwithstanding any phase-out of other hold-harmless amounts. LTS is a post-
separations supplement to interstate access charge revenues, and is not used to offset
intrastate revenue requirements.

For these reasons, LTS should not be included as part of the interim hold harmless
mechanism, but instead should continue to be provided to NECA pool participants (both
rural and non-rural) using current calculation methods.'> As noted above, NECA intends
to seek clarification or reconsideration of this portion of the Methodology Order. Should

the Joint Board issue a recommendation in this proceeding prior to the time that the

" Methodology Order, FCC 99-306, 19 62-63 (emphasis added).

"> NECA has previously informed the Commission of the need to defer planned changes
in the way that LTS amounts are calculated to assure consistency of results following
implementation of new universal service mechanisms for non-rural carriers on January 1,
2000 (i.e., continue to use the annual percent change in NACPL to determine the
following year's LTS amount). See NECA Reply in Federal-State Joint Board on
(continued on next page)
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Commission acts on NECA’s petition, however, it should recommend that the
Commission not include LTS in the computation of interim “hold harmless” support

amounts, but continue it for all recipients consistent with current rules.

III. LTS Amounts Included in “Hold-Harmless” Support Amounts Should Not
be Subject to Phase-Out.

As described above, LTS is an interstate access support mechanism,
intended to permit carriers that participate in the NECA pools to charge interstate carrier
common line rates set close to the national average of carrier common line rates. As
such, it should not be included in the interim “hold harmless” mechanism under
consideration in this proceeding.

In the event that the Commission finds that LTS should nevertheless be included
- in “hold harmless” support calculations, it should not require reduction or elimination of
these support flows after the interim phase-out period. Although, as noted above, only a
few non-rural carriers currently participate in the NECA carrier common line pool, the
LTS associated with these carriers represents a vital mechanism for assuring reasonable
comparability of interstate access rates. Limiting or phasing-out LTS amounts associated
with these non-rural pool participants would significantly increase the disparity between
NECA pool CCL rates and CCL rates charged by non-NECA pool participants, a result
that would be inconsistent with the Commission’s intent in creating a new universal

service support mechanism. Since LTS is an interstate CCL revenue stream for NECA

Universal Service; Access Charge Reform, CC Docket Nos. 96-45 and 96-262, National
Exchange Carrier Association, Reply (Aug. 6, 1999) atn. 7.

National Exchange Carrier Association, Inc 6
CC Docket No. 96-45, FCC 99J-2 December 1, 1999



pool members, non-rural carriers should continue to receive LTS notwithstanding any

phase-out of other hold-harmless amounts.

IV.  Conclusion

LTS amounts should not be included in the computation of “hold harmless”
support calculations, but should be maintained for all pool members based on current
rules. Contrary to the apparent intent of the Commission’s Methodology Order, I.TS is a
component of interstate access rates, and should not be treated as a component of
intrastate rates. To the extent that LTS amounts are included in “hold harmless” support
calculations, however, the Joint Board and the Commission must assure that these
amounts are not subject to phase-out at the end of the interim period, but should instead

be continued for all NECA pool participants, both rural and non-rural.
Respectfully submitted,

National Exchange Carrier
Association, Inc.

oy —

Richard A. Askoff
80 South Jefferson Road
Whippany, NJ 07981

Joe A. Douglas
Senior Regulatory Manager

December 1, 1999 Its Attorney
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P.O. Box 7800

Jefferson City, MO 65102

Laska Schoenfelder

Commissioner

South Dakota Public Utilities Commission
Capitol Bldg., First Floor

500 East Capitol Street

Pierre, SD 57501-5070

Patrick H. Wood III

Chairman

Texas Public Utility Commission
1701 North Congress Avenue
P.O. Box 13326

Austin, TX 78711-3326

By: ‘@M
Rocky Marcelle

Rowland Curry

Policy Consultant

Texas Public Utility Commission
1701 North Congress Avenue
P.O. Box 13326

Austin, TX 78701

Peter Bluhm

Director of Policy Research
Vermont Public Service Board
Drawer 20

112 State Street, 4™ Floor
Montpelier, VT 05620-2701

Charles Bolle

Policy Advisor

Nevada Public Utilities Commission
1150 East William Street

Carson City, NV 89701-3105

Ann Dean

Assistant Director

Maryland Public Service Commission
6 Paul Street, 16™ Floor

Baltimore, MD 21202-6806

Susan Stevens Miller

Assistant General Counsel

Maryland Public Service Commission
6 Paul Street, 16™ Floor

Baltimore, MD 21202-6806



Carl Johnson

Telecom Policy Analyst

New York Public Service Commission
3 Empire State Plaza

Albany, NY 12223-1350

Lori Kenyon

Common Carrier Specialist

Alaska Public Utilities Commission
1016 West 6™ Avenue, Suite 400
Anchorage, AK 99501-1693

David Dowds

Florida Public Service Commission
2540 Shumard Oaks Blvd.

Gerald Gunter Bldg.

Tallahassee, FL 32399-0850

Greg Fogleman

Florida Public Service Commission
2540 Shumard Oaks Blvd.

Gerald Gunter Bldg.

Tallahassee, FL. 32399-0850

Doris McCarter

Economist

Ohio Public Utilities Commission
Telecommunications, 3" Floor
180 East Broad Street

Columbus, OH 43215-3793

Phillip McClelland

Assistant Consumer Advocate
PA Office of Consumer Advocate
555 Walnut Street

Forum Place, 5% Floor
Harrisburg, PA 17101-1923

Mary E. Newmeyer

Federal Affairs Advisor

Alabama Public Service Commission
100 North Union Street, Suite 800
Montgomery, AL 36104

Tom Wilson

Economist

Washington Utilities & Transportation
Commission

P.O. Box 47250

Olympia, WA 98504-7250

L. Marie Guillory

Jill Canfield

R. Scott Reiter

NTCA

4121 Wilson Blvd., Tenth Floor
Arlington, VA 22203

Kathleen Kaercher

Stuart Polikoff
OPASTCO

21 Dupont Circle, NW
Suite 700

Washington, D.C. 20036

David Cohen

Lawrence E. Sarjeant

Keith Townsend

Linda Kent

John W. Hunter

USTA

1401 H Street, N.W.

Suite 600

Washington, D.C. 20005-2164

Margot Smiley Humphrey
Koteen & Naftalin, LLP

1150 Connecticut Avenue, N.W.
Suite 1000

Washington, D.C. 20036

*Electronic filing



